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Authority: 21 U.S.C. 360b. 
� 2. Section 522.1662a is amended by 
revising paragraph (h)(2) to read as 
follows: 

§ 522.1662a Oxytetracycline hydrochloride 
injection. 

* * * * * 
(h) * * * 
(2) Sponsors. See No. 000010 in 

§ 510.600(c) of this chapter for use of 50 
and 100 milligrams per milliliter 
solution; and Nos. 055529 and 059130 
in § 510.600(c) for use of 100 milligrams 
per milliliter solution. 
* * * * * 

Dated: July 17, 2007. 
Stephen F. Sundlof, 
Director, Center for Veterinary Medicine. 
[FR Doc. E7–14950 Filed 8–1–07; 8:45 am] 
BILLING CODE 4160–01–S 

DEPARTMENT OF HEALTH AND 
HUMAN SERVICES 

Food and Drug Administration 

21 CFR Part 524 

Ophthalmic and Topical Dosage Form 
New Animal Drugs; Emodepside and 
Praziquantel 

AGENCY: Food and Drug Administration, 
HHS. 
ACTION: Final rule. 

SUMMARY: The Food and Drug 
Administration (FDA) is amending the 
animal drug regulations to reflect 
approval of a new animal drug 
application (NADA) filed by Bayer 
HealthCare LLC. The NADA provides 
for veterinary prescription use of an 
emodepside and praziquantel topical 
solution on cats for the treatment and 
control of infections by several internal 
parasites. 
DATES: This rule is effective August 2, 
2007. 

FOR FURTHER INFORMATION CONTACT: 
Melanie R. Berson, Center for Veterinary 
Medicine (HFV–110), Food and Drug 
Administration, 7500 Standish Pl., 
Rockville, MD 20855; 301–827–7540; e- 
mail: melanie.berson@fda.hhs.gov. 
SUPPLEMENTARY INFORMATION: Bayer 
HealthCare LLC, Animal Health 
Division, P.O. Box 390, Shawnee 
Mission, KS 66201, filed NADA 141– 
275 that provides for veterinary 
prescription use of PROFENDER 
(emodepside and praziquantel) Topical 
Solution for the treatment and control of 
infections by several internal parasites 
of cats. The NADA is approved as of 
June 29, 2007, and the regulations are 

amended in 21 CFR part 524 by adding 
§ 524.775 to reflect the approval. 

In accordance with the freedom of 
information provisions of 21 CFR part 
20 and 21 CFR 514.11(e)(2)(ii), a 
summary of safety and effectiveness 
data and information submitted to 
support approval of this application 
may be seen in the Division of Dockets 
Management (HFA–305), Food and Drug 
Administration, 5630 Fishers Lane, rm. 
1061, Rockville, MD 20852, between 9 
a.m. and 4 p.m., Monday through 
Friday. 

Under section 512(c)(2)(F)(ii) of the 
Federal Food, Drug, and Cosmetic Act 
(21 U.S.C. 360b(c)(2)(F)(ii)), this 
approval qualifies for 3 years of 
marketing exclusivity beginning on the 
date of the approval. 

The agency has determined under 21 
CFR 25.33(d)(1) that this action is of a 
type that does not individually or 
cumulatively have a significant effect on 
the human environment. Therefore, 
neither an environmental assessment 
nor an environmental impact statement 
is required. 

This rule does not meet the definition 
of ‘‘rule’’ in 5 U.S.C. 804(3)(A) because 
it is a rule of ‘‘particular applicability.’’ 
Therefore, it is not subject to the 
congressional review requirements in 5 
U.S.C. 801–808. 

List of Subjects in 21 CFR Part 524 
Animal drugs. 

� Therefore, under the Federal Food, 
Drug, and Cosmetic Act and under 
authority delegated to the Commissioner 
of Food and Drugs and redelegated to 
the Center for Veterinary Medicine, 21 
CFR part 524 is amended as follows: 

PART 524—OPHTHALMIC AND 
TOPICAL DOSAGE FORM NEW 
ANIMAL DRUGS 

� 1. The authority citation for 21 CFR 
part 524 continues to read as follows: 

Authority: 21 U.S.C. 360b. 
� 2. Add § 524.775 to read as follows: 

§ 524.775 Emodepside and praziquantel. 
(a) Specifications. Each milliliter of 

solution contains 21.4 milligrams (mg) 
emodepside and 85.7 mg praziquantel. 

(b) Sponsor. See No. 000859 in 
§ 510.600(c) of this chapter. 

(c) Conditions of use in cats—(1) 
Amount. The recommended minimum 
dose is 1.36 mg/pound (lb) (3 mg/ 
kilogram (kg)) emodepside and 5.45 mg/ 
lb (12 mg/kg) praziquantel applied as a 
single topical dose. 

(2) Indications for use. For the 
treatment and control of hookworm 
infections caused by Ancylostoma 
tubaeforme (adults, immature adults, 

and fourth stage larvae), roundworm 
infections caused by Toxocara cati 
(adults and fourth stage larvae), and 
tapeworm infections caused by 
Dipylidium caninum (adults) and 
Taenia taeniaeformis (adults). 

(3) Limitations. Federal law restricts 
this drug to use by or on the order of 
a licensed veterinarian. 

Dated: July 17, 2007. 
Stephen F. Sundlof, 
Director, Center for Veterinary Medicine. 
[FR Doc. E7–14945 Filed 8–1–07; 8:45 am] 
BILLING CODE 4160–01–S 

DEPARTMENT OF THE TREASURY 

Internal Revenue Service 

26 CFR Parts 1, 26, and 602 

[TD 9348] 

RIN 1545–BC50 

Qualified Severance of a Trust for 
Generation-Skipping Transfer (GST) 
Tax Purposes 

AGENCY: Internal Revenue Service (IRS), 
Treasury. 
ACTION: Final regulations. 

SUMMARY: This document contains final 
regulations providing guidance 
regarding the qualified severance of a 
trust for generation-skipping transfer 
(GST) tax purposes under section 
2642(a)(3) of the Internal Revenue Code 
(Code), which was added to the Code by 
the Economic Growth and Tax Relief 
Reconciliation Act of 2001 (EGTRRA). 
The regulations will affect trusts that are 
subject to the GST tax. 
DATES: Effective Date: The regulations 
are effective August 2, 2007. 

Applicability Date: For dates of 
applicability, see § 26.2642–6(k)(1) and 
§ 26.2642–6(k)(2). 
FOR FURTHER INFORMATION CONTACT: 
Mayer R. Samuels, (202) 622–3090 (not 
a toll-free number). 
SUPPLEMENTARY INFORMATION: 

Paperwork Reduction Act 

The collection of information 
contained in these final regulations has 
been previously reviewed and approved 
by the Office of Management and 
Budget in accordance with the 
Paperwork Reduction Act of 1995 (44 
U.S.C. 3507(d)) under control number 
1545–1902. 

The collection of information in these 
final regulations is in § 26.2642–6(e). 
This information is requested by the IRS 
to identify whether a trust is exempt 
from the GST tax. This information is 
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required to determine whether the 
amount of tax has been calculated 
correctly. The respondents are trustees 
of trusts that are being severed. 

An agency may not conduct or 
sponsor, and a person is not required to 
respond to, a collection of information 
unless the collection of information 
displays a valid control number 
assigned by the Office of Management 
and Budget. 

The estimated average annual burden 
per respondent/recordkeeper is .5 hours 
per respondent. Comments concerning 
the accuracy of this burden estimate 
should be sent to the Internal Revenue 
Service, Attn: IRS Reports Clearance 
Officer, SE:W:CAR:MP:T:T:SP, 
Washington, DC 20224 and the Office of 
Management and Budget, Attn: Desk 
Officer for the Department of the 
Treasury, Office of Information and 
Regulatory Affairs, Washington, DC 
20503. 

Books or records relating to this 
collection of information must be 
retained as long as their contents may 
become material in the administration 
of any internal revenue law. Generally, 
tax returns and tax return information 
are confidential, as required by 26 
U.S.C. 6103. 

Background 
Section 2642(a)(3) was added to the 

Internal Revenue Code by the Economic 
Growth and Tax Relief Reconciliation 
Act of 2001 (EGTRRA), Public Law 107– 
16 (115 Stat. 38 (2001)). Under section 
2642(a)(3), if a trust is divided into two 
or more trusts in a ‘‘qualified 
severance,’’ the resulting trusts will be 
recognized as separate trusts for GST tax 
purposes. In many cases, a qualified 
severance of a trust will facilitate the 
most efficient and effective use of the 
transferor’s GST tax exemption. The 
GST tax exemption is each person’s 
lifetime exemption that may be 
allocated to a generation-skipping 
transfer. If the transfer is made in trust, 
allocation of the donor’s GST tax 
exemption reduces the trust’s inclusion 
ratio, which in turn determines the 
amount of GST tax imposed on any 
generation-skipping transfer made with 
regard to the trust. 

On August 24, 2004, the IRS 
published in the Federal Register a 
notice of proposed rulemaking (REG– 
145987–03, 2004–39 IRB 519, 69 FR 
51967), providing rules under section 
2642(a)(3) regarding the qualified 
severance of a trust for GST tax 
purposes. The IRS received written and 
oral comments responding to the notice 
of proposed rulemaking. No public 
hearing was requested or held. After 
consideration of all the comments, the 

proposed regulations are adopted as 
amended by this Treasury decision, and 
the corresponding proposed regulations 
are removed. The comments and 
revisions to the proposed regulations are 
discussed below. In addition, additional 
proposed regulations are being issued 
contemporaneously with these final 
regulations in order to respond to 
certain comments that the Treasury 
Department and the IRS believe merit 
further consideration in proposed 
regulations. 

Summary of Comments 
The proposed regulations take the 

position that the severance rules 
contained in § 26.2654–1(b) of the 
regulations were superseded by the 
enactment of section 2642(a)(3), and 
therefore that § 26.2654–1(b) is no 
longer effective. However, many 
commentators noted that sections 
2654(b) and 2642(a)(3) address different 
situations, and they suggested that 
section 2642(a)(3) was intended to 
supplement, rather than to replace, 
section 2654(b), and to thereby provide 
more flexibility in severing trusts for 
GST tax purposes. The commentators 
noted that section 2642(a)(3) qualified 
severances are effective prospectively 
from the date of severance and thus, that 
section only addresses severances that 
typically would occur after an 
irrevocable trust (whether inter vivos or 
testamentary) has been in existence for 
a period of time. In contrast, § 26.2654– 
1(b) addresses only severances of 
testamentary trusts and revocable inter 
vivos trusts included in the transferor’s 
gross estate, and a severance satisfying 
§ 26.2654–1(b) is effective retroactively 
to the date of death. Section 26.2654– 
1(b) provides for the recognition of 
severances of separate shares of such 
trusts, and of discretionary severances 
that, although not provided for in the 
governing instrument, are necessary to 
fully utilize available tax benefits (for 
example, the reverse qualified 
terminable interest property election 
under section 2652(a)(3)). To fulfill the 
purpose of these severances (generally, 
efficient utilization and allocation of the 
decedent’s GST exemption), the 
severance must be effective retroactive 
to the date of death. Thus, section 
2642(a)(3) and § 26.2654–1(b) address 
different circumstances. 

In response to these comments, the 
final regulations do not supersede 
§ 26.2654–1(b). Rather, § 26.2654–1(b) is 
retained, but, as explained hereafter, is 
proposed to be amended as described in 
a notice of proposed rulemaking issued 
contemporaneously with these final 
regulations. Subject to those proposed 
changes, § 26.2654–1(b) will continue to 

provide rules for mandatory and 
discretionary severances of trusts 
includible in the transferor’s gross 
estate, effective retroactively to the 
transferor’s date of death. The final 
regulations under § 26.2642–6 generally 
provide rules for the qualified severance 
of a trust (whether or not includible in 
the transferor’s gross estate) if the 
severance will be effective only 
prospectively from the date of 
severance. 

One commentator requested that the 
regulations provide that separate trusts, 
created as the result of a mandated 
division of a single trust that is effective 
under state law, be recognized 
prospectively as separate trusts for 
certain GST tax purposes, even if the 
severance does not satisfy the 
requirements of a qualified severance. 
This comment will be addressed in the 
proposed regulations under section 
2642, issued contemporaneously with 
these final regulations. 

One commentator requested that the 
regulations provide additional 
flexibility in severing a trust that has an 
inclusion ratio between zero and one. 
Specifically, the commentator requested 
that the final regulations permit the 
qualified severance of a trust into one or 
more separate resulting trusts, as long as 
one or more of the resulting trusts, in 
the aggregate, would receive a fractional 
share of the total value of the original 
trust’s assets that equals the applicable 
fraction of the original trust. In such a 
qualified severance, the resulting trust 
or trusts receiving this fractional share 
would each have an inclusion ratio of 
zero, and each of the other resulting 
trusts would have an inclusion ratio of 
one. This comment will be addressed in 
the proposed regulations under section 
2642, issued contemporaneously with 
these final regulations. 

In response to comments, the final 
regulations continue to require that, in 
notifying the IRS of the severance of a 
trust, the words ‘‘Qualified Severance’’ 
should appear at the top of Form 706– 
GS(T), ‘‘Generation-Skipping Transfer 
Tax Return for Terminations,’’ but the 
use of red ink for that purpose is not 
required. 

One commentator questioned the 
requirement in the proposed regulations 
that any non-pro rata funding of trusts 
resulting from a qualified severance 
must be based on the value of the trust 
assets as of the date of funding. The 
commentator pointed out that, in many 
cases, the funding of trusts resulting 
from a qualified severance will take 
place over a period of time, rather than 
on one specific date. Accordingly, under 
the final regulations, the non-pro rata 
funding of trusts resulting from a 
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qualified severance must be achieved by 
applying the appropriate fraction or 
percentage to the total value of the trust 
assets as of the ‘‘date of severance.’’ The 
term ‘‘date of severance’’ is defined as 
the date selected for determining the 
value of the trust assets (whether 
selected on a discretionary basis or by 
a court order), provided that funding is 
commenced immediately and occurs 
within a reasonable time before or after 
the selected date of severance. For this 
purpose, a reasonable time may differ 
depending upon the type of asset 
involved, but in no event may be more 
than 90 days. 

Several commentators requested that 
the regulations address the severance of 
a trust that was irrevocable on 
September 25, 1985, but with respect to 
which an addition was made to the trust 
after September 25, 1985. For purposes 
of determining the inclusion ratio with 
respect to such a trust, § 26.2601– 
1(b)(1)(iv)(A) provides that the trust is 
deemed to consist of two portions, one 
portion not subject to GST tax (the non- 
chapter 13 portion) with an inclusion 
ratio of zero, and one portion subject to 
GST tax (the chapter 13 portion) with an 
inclusion ratio determined under 
section 2642. In response to these 
comments, the final regulations provide 
guidance regarding a qualified 
severance of the chapter 13 portion of 
these trusts. 

The proposed regulations include a 
mandatory reporting requirement, 
without which a severance would not 
constitute a qualified severance. One 
commentator noted that, in some 
situations, it may be advantageous to 
sever a trust but to avoid qualification 
under section 2642(a)(3) as a qualified 
severance. The Treasury Department 
and the IRS believe that the qualified 
severance rules were not intended to be 
optional; that is, able to be employed or 
avoided depending upon the tax 
consequences of a particular severance. 
Therefore, under the final regulations, 
the reporting provisions do not 
constitute a requirement for qualified 
severance status, but each severance 
should be reported to ensure that the 
provisions of Chapter 13 of the Code 
may be properly applied with regard to 
the trusts. 

One commentator noted that 
§ 1.1001–1(h)(1) of the proposed 
regulations provides favorable income 
tax treatment only with respect to a 
qualified severance. The commentator 
requested that the regulations also 
address the income tax treatment of all 
other trust modifications and 
severances. The commentator noted that 
the failure to address, for example, the 
income tax consequences of severances 

that are not qualified severances for GST 
tax purposes implies that such 
severances are taxable events for income 
tax purposes. In response to these 
comments, the category of severances to 
which § 1.1001–1(h)(1) will apply has 
been broadened. No inference should be 
drawn with respect to the income tax 
consequences under section 1001 of any 
severance that is not described in 
§ 1.1001–1(h)(1). 

Commentators noted that some 
qualified severances may result in a 
taxable termination or taxable 
distribution, for example, if after the 
severance, one of the resulting trusts is 
a skip person. The final regulations 
clarify that, if the qualified severance 
itself results in a GST taxable event, the 
taxable event is treated as occurring 
immediately after the severance. As a 
result, if the resulting trust that is a skip 
person is also the trust that has a zero 
inclusion ratio after the severance, then 
no GST tax will result from the taxable 
event that is deemed to occur after the 
severance. An example was added 
illustrating this rule. 

Finally, in response to comments, an 
example has been added addressing the 
qualified severance rules in the case of 
a trust where the beneficiary is granted 
a contingent testamentary general power 
of appointment that is dependent upon 
the trust’s inclusion ratio. 

Special Analyses 

It has been determined that this 
Treasury decision is not a significant 
regulatory action as defined in 
Executive Order 12866. Therefore, a 
regulatory assessment is not required. It 
also has been determined that section 
553(b) of the Administrative Procedure 
Act (5 U.S.C. chapter 5) does not apply 
to these regulations. It is hereby 
certified that the collection of 
information in these regulations will not 
have a significant economic impact on 
a substantial number of small entities. 
This certification is based upon the fact 
that the collection of information 
imposed by this regulation is not 
significant as reflected in the estimated 
burden of information collection for, 
which is 0.5 hours per respondent, and 
that few trustees are likely to be small 
entities. Therefore, a Regulatory 
Flexibility Analysis under the 
Regulatory Flexibility Act (5 U.S.C. 
chapter 6) is not required. 

Pursuant to section 7805(f) of the 
Code, the notice of proposed rulemaking 
preceding these regulations was 
submitted to the Small Business 
Administration for comment on their 
impact on small business. 

Drafting Information 

The principal author of these final 
regulations is Mayer R. Samuels, Office 
of the Associate Chief Counsel 
(Passthroughs and Special Industries), 
IRS. Other personnel from the IRS and 
the Treasury Department participated in 
their development. 

List of Subjects 

26 CFR Part 1 

Income taxes, Reporting and 
recordkeeping requirements. 

26 CFR Part 26 

Estate taxes, Reporting and 
recordkeeping requirements. 

26 CFR Part 602 

Reporting and recordkeeping 
requirements. 

Adoption of Amendments to the 
Regulations 

� Accordingly, 26 CFR parts 1, 26 and 
602 are amended as follows: 

PART 1—INCOME TAXES 

� Paragraph 1. The authority citation 
for part 1 continues to read in part as 
follows: 

Authority: 26 U.S.C. 7805 * * * 

� Par. 2. In § 1.1001–1, paragraph (h) is 
added to read as follows: 

§ 1.1001–1 Computation of gain or loss. 

* * * * * 
(h) Severances of trusts—(1) In 

general. The severance of a trust 
(including without limitation a 
severance that meets the requirements 
of § 26.2642–6 or of § 26.2654–1(b) of 
this chapter) is not an exchange of 
property for other property differing 
materially either in kind or in extent 
if— 

(i) An applicable state statute or the 
governing instrument authorizes or 
directs the trustee to sever the trust; and 

(ii) Any non-pro rata funding of the 
separate trusts resulting from the 
severance (including non-pro rata 
funding as described in § 26.2642– 
6(d)(4) or § 26.2654–1(b)(1)(ii)(C) of this 
chapter), whether mandatory or in the 
discretion of the trustee, is authorized 
by an applicable state statute or the 
governing instrument. 

(2) Effective/applicability date. This 
paragraph (h) applies to severances 
occurring on or after August 2, 2007. 
Taxpayers may apply this paragraph (h) 
to severances occurring on or after 
August 24, 2004, and before August 2, 
2007. 
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PART 26—GENERATION-SKIPPING 
TRANSFER TAX REGULATIONS 
UNDER THE TAX REFORM ACT OF 
1986 

� Par. 3. The authority citation for part 
26 is amended by adding an entry in 
numerical order to read, in part, as 
follows: 

Authority: 26 U.S.C. 7805 * * * 
Section 26.2642–6 also issued under 26 

U.S.C. 2642. * * * 

� Par. 4. In § 26.2600–1, the table of 
contents is amended by adding entries 
for §§ 26.2642–6 and 26.2654–1(c) to 
read as follows: 

§ 26.2600–1 Table of contents. 

* * * * * 

§ 26.2642–6 Qualified severance. 

(a) In general. 
(b) Qualified severance defined. 
(c) Effective date of qualified severance. 
(d) Requirements for a qualified severance. 
(e) Reporting a qualified severance. 
(f) Time for making a qualified severance. 
(g) Trusts that were irrevocable on 

September 25, 1985. 
(1) In general. 
(2) Trusts in receipt of a post-September 

25, 1985, addition. 
(h) [Reserved] 
(i) [Reserved] 
(j) Examples. 
(k) Effective date. 
(1) In general. 
(2) Transition rule. 

* * * * * 

§ 26.2654–1 Certain trusts treated as 
separate trusts. 

* * * * * 
(c) Cross reference. 

* * * * * 
� Par. 5. Section 26.2642–6 is added to 
read as follows: 

§ 26.2642–6 Qualified severance. 
(a) In general. If a trust is divided in 

a qualified severance into two or more 
trusts, the separate trusts resulting from 
the severance will be treated as separate 
trusts for generation-skipping transfer 
(GST) tax purposes and the inclusion 
ratio of each new resulting trust may 
differ from the inclusion ratio of the 
original trust. Because the post- 
severance resulting trusts are treated as 
separate trusts for GST tax purposes, 
certain actions with respect to one 
resulting trust will generally have no 
GST tax impact with respect to the other 
resulting trust(s). For example, GST 
exemption allocated to one resulting 
trust will not impact on the inclusion 
ratio of the other resulting trust(s); a 
GST tax election made with respect to 
one resulting trust will not apply to the 
other resulting trust(s); the occurrence 

of a taxable distribution or termination 
with regard to a particular resulting 
trust will not have any GST tax impact 
on any other trust resulting from that 
severance. In general, the rules in this 
section are applicable only for purposes 
of the GST tax and are not applicable in 
determining, for example, whether the 
resulting trusts may file separate income 
tax returns or whether the severance 
may result in a gift subject to gift tax, 
may cause any trust to be included in 
the gross estate of a beneficiary, or may 
result in a realization of gain for 
purposes of section 1001. See § 1.1001– 
1(h) of this chapter for rules relating to 
whether a qualified severance will 
constitute an exchange of property for 
other property differing materially 
either in kind or in extent. 

(b) Qualified severance defined. A 
qualified severance is a division of a 
trust (other than a division described in 
§ 26.2654–1(b)) into two or more 
separate trusts that meets each of the 
requirements in paragraph (d) of this 
section. 

(c) Effective date of qualified 
severance. A qualified severance is 
applicable as of the date of the 
severance, as defined in § 26.2642– 
6(d)(3), and the resulting trusts are 
treated as separate trusts for GST tax 
purposes as of that date. 

(d) Requirements for a qualified 
severance. For purposes of this section, 
a qualified severance must satisfy each 
of the following requirements: 

(1) The single trust is severed 
pursuant to the terms of the governing 
instrument, or pursuant to applicable 
local law. 

(2) The severance is effective under 
local law. 

(3) The date of severance is either the 
date selected by the trustee as of which 
the trust assets are to be valued in order 
to determine the funding of the resulting 
trusts, or the court-imposed date of 
funding in the case of an order of the 
local court with jurisdiction over the 
trust ordering the trustee to fund the 
resulting trusts on or as of a specific 
date. For a date to satisfy the definition 
in the preceding sentence, however, the 
funding must be commenced 
immediately upon, and funding must 
occur within a reasonable time (but in 
no event more than 90 days) after, the 
selected valuation date. 

(4) The single trust (original trust) is 
severed on a fractional basis, such that 
each new trust (resulting trust) is 
funded with a fraction or percentage of 
the original trust, and the sum of those 
fractions or percentages is one or one 
hundred percent, respectively. For this 
purpose, the fraction or percentage may 
be determined by means of a formula 

(for example, that fraction of the trust 
the numerator of which is equal to the 
transferor’s unused GST tax exemption, 
and the denominator of which is the fair 
market value of the original trust’s 
assets on the date of severance). The 
severance of a trust based on a 
pecuniary amount does not satisfy this 
requirement. For example, the severance 
of a trust is not a qualified severance if 
the trust is divided into two trusts, with 
one trust to be funded with $1,500,000 
and the other trust to be funded with the 
balance of the original trust’s assets. 
With respect to the particular assets to 
be distributed to each resulting trust, 
each resulting trust may be funded with 
the appropriate fraction or percentage 
(pro rata portion) of each asset held by 
the original trust. Alternatively, the 
assets may be divided among the 
resulting trusts on a non pro rata basis, 
based on the fair market value of the 
assets on the date of severance. 
However, if funded on a non pro rata 
basis, each resulting trust must be 
funded by applying the appropriate 
fraction or percentage to the total fair 
market value of the trust assets as of the 
date of severance. 

(5) The terms of the resulting trusts 
must provide, in the aggregate, for the 
same succession of interests of 
beneficiaries as are provided in the 
original trust. This requirement is 
satisfied if the beneficiaries of the 
separate resulting trusts and the 
interests of the beneficiaries with 
respect to the separate trusts, when the 
separate trusts are viewed collectively, 
are the same as the beneficiaries and 
their respective beneficial interests with 
respect to the original trust before 
severance. With respect to trusts from 
which discretionary distributions may 
be made to any one or more 
beneficiaries on a non-pro rata basis, 
this requirement is satisfied if— 

(i) The terms of each of the resulting 
trusts are the same as the terms of the 
original trust (even though each 
permissible distributee of the original 
trust is not a beneficiary of all of the 
resulting trusts); 

(ii) Each beneficiary’s interest in the 
resulting trusts (collectively) equals the 
beneficiary’s interest in the original 
trust, determined by the terms of the 
trust instrument or, if none, on a per- 
capita basis. For example, in the case of 
the severance of a discretionary trust 
established for the benefit of A, B, and 
C and their descendants with the 
remainder to be divided equally among 
those three families, this requirement is 
satisfied if the trust is divided into three 
separate trusts of equal value with one 
trust established for the benefit of A and 
A’s descendants, one trust for the 
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benefit of B and B’s descendants, and 
one trust for the benefit of C and C’s 
descendants; 

(iii) The severance does not shift a 
beneficial interest in the trust to any 
beneficiary in a lower generation (as 
determined under section 2651) than 
the person or persons who held the 
beneficial interest in the original trust; 
and 

(iv) The severance does not extend the 
time for the vesting of any beneficial 
interest in the trust beyond the period 
provided for in (or applicable to) the 
original trust. 

(6) In the case of a qualified severance 
of a trust with an inclusion ratio as 
defined in § 26.2642–1 of either one or 
zero, each trust resulting from the 
severance will have an inclusion ratio 
equal to the inclusion ratio of the 
original trust. 

(7) In the case of a qualified severance 
occurring after GST tax exemption has 
been allocated to the trust (whether by 
an affirmative allocation, a deemed 
allocation, or an automatic allocation 
pursuant to the rules contained in 
section 2632), if the trust has an 
inclusion ratio as defined in § 26.2642– 
1 that is greater than zero and less than 
one, then the trust must be severed 
initially into two trusts. One resulting 
trust must receive that fractional share 
of the total value of the original trust as 
of the date of severance that is equal to 
the applicable fraction, as defined in 
§ 26.2642–1(b) and (c), used to 
determine the inclusion ratio of the 
original trust immediately before the 
severance. The other resulting trust 
must receive that fractional share of the 
total value of the original trust as of the 
date of severance that is equal to the 
excess of one over the fractional share 
described in the preceding sentence. 
The trust receiving the fractional share 
equal to the applicable fraction shall 
have an inclusion ratio of zero, and the 
other trust shall have an inclusion ratio 
of one. If the applicable fraction with 
respect to the original trust is .50, then, 
with respect to the two equal trusts 
resulting from the severance, the 
Trustee may designate which of the 
resulting trusts will have an inclusion 
ratio of zero and which will have an 
inclusion ratio of one. Each separate 
trust resulting from the severance then 
may be further divided in accordance 
with the rules of this section. See 
paragraph (j), Example 7 of this section. 

(e) Reporting a qualified severance— 
(1) In general. A qualified severance is 
reported by filing Form 706–GS(T), 
‘‘Generation-Skipping Transfer Tax 
Return for Terminations,’’ (or such other 
form as may be provided from time to 
time by the Internal Revenue Service 

(IRS) for the purpose of reporting a 
qualified severance). Unless otherwise 
provided in the applicable form or 
instructions, the IRS requests that the 
filer write ‘‘Qualified Severance’’ at the 
top of the form and attach a Notice of 
Qualified Severance (Notice). The return 
and attached Notice should be filed by 
April 15th of the year immediately 
following the year during which the 
severance occurred or by the last day of 
the period covered by an extension of 
time, if an extension of time is granted, 
to file such form. 

(2) Information concerning the 
original trust. The Notice should 
provide, with respect to the original 
trust that was severed— 

(i) The name of the transferor; 
(ii) The name and date of creation of 

the original trust; 
(iii) The tax identification number of 

the original trust; and 
(iv) The inclusion ratio before the 

severance. 
(3) Information concerning each new 

trust. The Notice should provide, with 
respect to each of the resulting trusts 
created by the severance— 

(i) The name and tax identification 
number of the trust; 

(ii) The date of severance (within the 
meaning of paragraph (c) of this 
section); 

(iii) The fraction of the total assets of 
the original trust received by the 
resulting trust; 

(iv) Other details explaining the basis 
for the funding of the resulting trust (a 
fraction of the total fair market value of 
the assets on the date of severance, or 
a fraction of each asset); and 

(v) The inclusion ratio. 
(f) Time for making a qualified 

severance. (1) A qualified severance of 
a trust may occur at any time prior to 
the termination of the trust. Thus, 
provided that the separate resulting 
trusts continue in existence after the 
severance, a qualified severance may 
occur either before or after— 

(i) GST tax exemption has been 
allocated to the trust; 

(ii) A taxable event has occurred with 
respect to the trust; or 

(iii) An addition has been made to the 
trust. 

(2) Because a qualified severance is 
effective as of the date of severance, a 
qualified severance has no effect on a 
taxable termination as defined in 
section 2612(a) or a taxable distribution 
as defined in section 2612(b) that 
occurred prior to the date of severance. 
A qualified severance shall be deemed 
to occur before a taxable termination or 
a taxable distribution that occurs by 
reason of the qualified severance. See 
paragraph (j) Example 8 of this section. 

(g) Trusts that were irrevocable on 
September 25, 1985—(1) In general. See 
§ 26.2601–1(b)(4) for rules regarding 
severances and other actions with 
respect to trusts that were irrevocable on 
September 25, 1985. 

(2) Trusts in receipt of a post- 
September 25, 1985, addition. A trust 
described in § 26.2601–1(b)(1)(iv)(A) 
that is deemed for GST tax purposes to 
consist of one separate share not subject 
to GST tax (the non-chapter 13 portion) 
with an inclusion ratio of zero, and one 
separate share subject to GST tax (the 
chapter 13 portion) with an inclusion 
ratio determined under section 2642, 
may be severed into two trusts in 
accordance with § 26.2654–1(a)(3). One 
resulting trust will hold the non-chapter 
13 portion of the original trust (the non- 
chapter 13 trust) and will not be subject 
to GST tax, and the other resulting trust 
will hold the chapter 13 portion of the 
original trust (the chapter 13 trust) and 
will have the same inclusion ratio as the 
chapter 13 portion immediately prior to 
the severance. The chapter 13 trust may 
be further divided in a qualified 
severance in accordance with the rules 
of this section. The non-chapter 13 trust 
may be further divided in accordance 
with the rules of § 26.2601–1(b)(4). 

(h) [Reserved]. 
(i) [Reserved]. 
(j) Examples. The rules of this section 

are illustrated by the following 
examples: 

Example 1. Succession of interests. T dies 
in 2006. T’s will establishes a testamentary 
trust (Trust) providing that income is to be 
paid to T’s sister, S, for her life. On S’s death, 
one-half of the corpus is to be paid to T’s 
child, C (or to C’s estate if C fails to survive 
S), and one-half of the corpus is to be paid 
to T’s grandchild, GC (or to GC’s estate if GC 
fails to survive S). On the Form 706, ‘‘United 
States Estate (and Generation-Skipping 
Transfer) Tax Return,’’ filed for T’s estate, T’s 
executor allocates all of T’s available GST tax 
exemption to other transfers and trusts, such 
that Trust’s inclusion ratio is 1. Subsequent 
to filing the Form 706 in 2007 and in 
accordance with applicable state law, the 
trustee divides Trust into two separate trusts, 
Trust 1 and Trust 2, with each trust receiving 
50 percent of the value of the assets of the 
original trust as of the date of severance. 
Trust 1 provides that trust income is to be 
paid to S for life with remainder to C or C’s 
estate, and Trust 2 provides that trust income 
is to be paid to S for life with remainder to 
GC or GC’s estate. Because Trust 1 and Trust 
2 provide for the same succession of interests 
in the aggregate as provided in the original 
trust, the severance constitutes a qualified 
severance, provided that all other 
requirements of section 2642(a)(3) and this 
section are satisfied. 

Example 2. Succession of interests in 
discretionary trust. In 2006, T establishes 
Trust, an irrevocable trust providing that 
income may be paid from time to time in 
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such amounts as the trustee deems advisable 
to any one or more members of the group 
consisting of T’s children (A and B) and their 
respective descendants. In addition, the 
trustee may distribute corpus to any trust 
beneficiary in such amounts as the trustee 
deems advisable. On the death of the last to 
die of A and B, the trust is to terminate and 
the corpus is to be distributed in two equal 
shares, one share to the then-living 
descendants of each child, per stirpes. T 
elects, under section 2632(c)(5), to not have 
the automatic allocation rules contained in 
section 2632(c) apply with respect to T’s 
transfers to Trust, and T does not otherwise 
allocate GST tax exemption with respect to 
Trust. As a result, Trust has an inclusion 
ratio of one. In 2008, the trustee of Trust, 
pursuant to applicable state law, divides 
Trust into two equal but separate trusts, Trust 
1 and Trust 2, each of which has terms 
identical to the terms of Trust except for the 
identity of the beneficiaries. Trust 1 and 
Trust 2 each has an inclusion ratio of one. 
Trust 1 provides that income is to be paid in 
such amounts as the trustee deems advisable 
to A and A’s descendants. In addition, the 
trustee may distribute corpus to any trust 
beneficiary in such amounts as the trustee 
deems advisable. On the death of A, Trust 1 
is to terminate and the corpus is to be 
distributed to the then-living descendants of 
A, per stirpes, but, if A dies with no living 
descendants, the principal will be added to 
Trust 2. Trust 2 contains identical provisions, 
except that B and B’s descendants are the 
trust beneficiaries and, if B dies with no 
living descendants, the principal will be 
added to Trust 1. Trust 1 and Trust 2 in the 
aggregate provide for the same beneficiaries 
and the same succession of interests as 
provided in Trust, and the severance does 
not shift any beneficial interest to a 
beneficiary who occupies a lower generation 
than the person or persons who held the 
beneficial interest in Trust. Accordingly, the 
severance constitutes a qualified severance, 
provided that all other requirements of 
section 2642(a)(3) and this section are 
satisfied. 

Example 3. Severance based on actuarial 
value of beneficial interests. In 2004, T 
establishes Trust, an irrevocable trust 
providing that income is to be paid to T’s 
child C during C’s lifetime. Upon C’s death, 
Trust is to terminate and the assets of Trust 
are to be paid to GC, C’s child, if living, or, 
if GC is not then living, to GC’s estate. T 
properly elects, under section 2632(c)(5), to 
not have the automatic allocation rules 
contained in section 2632(c) apply with 
respect to T’s transfers to Trust, and T does 
not otherwise allocate GST tax exemption 
with respect to Trust. Thus, Trust has an 
inclusion ratio of one. In 2008, the trustee of 
Trust, pursuant to applicable state law, 
divides Trust into two separate trusts, Trust 
1 for the benefit of C (and on C’s death to C’s 
estate), and Trust 2 for the benefit of GC (and 
on GC’s death to GC’s estate). The document 
severing Trust directs that Trust 1 is to be 
funded with an amount equal to the actuarial 
value of C’s interest in Trust prior to the 
severance, determined under section 7520 of 
the Internal Revenue Code. Similarly, Trust 
2 is to be funded with an amount equal to 

the actuarial value of GC’s interest in Trust 
prior to the severance, determined under 
section 7520. Trust 1 and Trust 2 do not 
provide for the same succession of interests 
as provided under the terms of the original 
trust. Therefore, the severance is not a 
qualified severance. 

Example 4. Severance of a trust with a 50% 
inclusion ratio. On September 1, 2006, T 
transfers $100,000 to a trust for the benefit of 
T’s grandchild, GC. On a timely filed Form 
709, ‘‘United States Gift (and Generation- 
Skipping Transfer) Tax Return,’’ reporting 
the transfer, T allocates all of T’s remaining 
GST tax exemption ($50,000) to the trust. As 
a result of the allocation, the applicable 
fraction with respect to the trust is .50 
[$50,000 (the amount of GST tax exemption 
allocated to the trust) divided by $100,000 
(the value of the property transferred to the 
trust)]. The inclusion ratio with respect to the 
trust is .50 [1¥.50]. In 2007, pursuant to 
authority granted under applicable state law, 
the trustee severs the trust into two trusts, 
Trust 1 and Trust 2, each of which is 
identical to the original trust and each of 
which receives a 50 percent fractional share 
of the total value of the original trust, valued 
as of the date of severance. Because the 
applicable fraction with respect to the 
original trust is .50 and the trust is severed 
into two equal trusts, the trustee may 
designate which resulting trust has an 
inclusion ratio of one, and which resulting 
trust has an inclusion ratio of zero. 
Accordingly, in the Notice of Qualified 
Severance reporting the severance, the 
trustee designates Trust 1 as having an 
inclusion ratio of zero, and Trust 2 as having 
an inclusion ratio of one. The severance 
constitutes a qualified severance, provided 
that all other requirements of section 
2642(a)(3) and this section are satisfied. 

Example 5. Funding of severed trusts on a 
non-pro rata basis. T’s will establishes a 
testamentary trust (Trust) for the benefit of 
T’s descendants, to be funded with T’s stock 
in Corporation A and Corporation B, both 
publicly traded stocks. T dies on May 1, 
2004, at which time the Corporation A stock 
included in T’s gross estate has a fair market 
value of $100,000 and the stock of 
Corporation B included in T’s gross estate 
has a fair market value of $200,000. On a 
timely filed Form 706, T’s executor allocates 
all of T’s remaining GST tax exemption 
($270,000) to Trust. As a result of the 
allocation, the applicable fraction with 
respect to Trust is .90 [$270,000 (the amount 
of GST tax exemption allocated to the trust) 
divided by $300,000 (the value of the 
property transferred to the trust)]. The 
inclusion ratio with respect to Trust is .10 
[1¥.90]. On August 1, 2008, in accordance 
with applicable local law, the trustee 
executes a document severing Trust into two 
trusts, Trust 1 and Trust 2, each of which is 
identical to Trust. The instrument designates 
August 3, 2008, as the date of severance 
(within the meaning of paragraph (d)(3) of 
this section). The terms of the instrument 
severing Trust provide that Trust 1 is to be 
funded on a non-pro rata basis with assets 
having a fair market value on the date of 
severance equal to 90% of the value of 
Trust’s assets on that date, and Trust 2 is to 

be funded with assets having a fair market 
value on the date of severance equal to 10% 
of the value of Trust’s assets on that date. On 
August 3, 2008, the value of the Trust assets 
totals $500,000, consisting of Corporation A 
stock worth $450,000 and Corporation B 
stock worth $50,000. On August 4, 2008, the 
trustee takes all action necessary to transfer 
all of the Corporation A stock to Trust 1 and 
to transfer all of the Corporation B stock to 
Trust 2. On August 6, 2008, the stock 
transfers are completed and the stock is 
received by the appropriate resulting trust. 
Accordingly, Trust 1 is funded with assets 
having a value equal to 90% of the value of 
Trust as of the date of severance, August 3, 
2008, and Trust 2 is funded with assets 
having a value equal to 10% of the value of 
Trust as of the date of severance. Therefore, 
the severance constitutes a qualified 
severance, provided that all other 
requirements of section 2642(a)(3) and this 
section are satisfied. Trust 1 will have an 
inclusion ratio of zero and Trust 2 will have 
an inclusion ratio of one. 

Example 6. [Reserved]. 
Example 7. Statutory qualified severance. 

T dies on October 1, 2004. T’s will 
establishes a testamentary trust (Trust) to be 
funded with $1,000,000. Trust income is to 
be paid to T’s child, S, for S’s life. The trustee 
may also distribute trust corpus from time to 
time, in equal or unequal shares, for the 
benefit of any one or more members of the 
group consisting of S and T’s three 
grandchildren (GC1, GC2, and GC3). On S’s 
death, Trust is to terminate and the assets are 
to be divided equally among GC1, GC2, and 
GC3 (or their respective then-living 
descendants, per stirpes). On a timely filed 
Form 706, T’s executor allocates all of T’s 
remaining GST tax exemption ($300,000) to 
Trust. As a result of the allocation, the 
applicable fraction with respect to the trust 
is .30 [$300,000 (the amount of GST tax 
exemption allocated to the trust) divided by 
$1,000,000 (the value of the property 
transferred to the trust)]. The inclusion ratio 
with respect to the trust is .70 [1¥.30]. On 
June 1, 2007, the trustee determines that it is 
in the best interest of the beneficiaries to 
sever Trust to provide a separate trust for 
each of T’s three grandchildren and their 
respective families. The trustee severs Trust 
into two trusts, Trust 1 and Trust 2, each 
with terms and beneficiaries identical to 
Trust and thus each providing that trust 
income is to be paid to S for life, trust 
principal may be distributed for the benefit 
of any or all members of the group consisting 
of S and T’s grandchildren, and, on S’s death, 
the trust is to terminate and the assets are to 
be divided equally among GC1, GC2, and 
GC3 (or their respective then-living 
descendants, per stirpes). The instrument 
severing Trust provides that Trust 1 is to 
receive 30% of Trust’s assets and Trust 2 is 
to receive 70% of Trust’s assets. Further, 
each such trust is to be funded with a pro 
rata portion of each asset held in Trust. The 
trustee then severs Trust 1 into three equal 
trusts, Trust GC1, Trust GC2, and Trust GC3. 
Each trust is named for a grandchild of T and 
provides that trust income is to be paid to S 
for life, trust principal may be distributed for 
the benefit of S and T’s grandchild for whom 
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the trust is named, and, on S’s death, the 
trust is to terminate and the trust proceeds 
distributed to the respective grandchild for 
whom the trust is named. If that grandchild 
has predeceased the termination date, the 
trust proceeds are to be distributed to that 
grandchild’s then-living descendants, per 
stirpes, or, if none, then equally to the other 
two trusts resulting from the severance of 
Trust 1. Each such resulting trust is to be 
funded with a pro rata portion of each Trust 
1 asset. The trustee also severs Trust 2 in a 
similar manner, into Trust GC1(2), Trust 
GC2(2), and Trust GC3(2). The severance of 
Trust into Trust 1 and Trust 2, the severance 
of Trust 1 into Trust GC1, Trust GC2, Trust 
GC3, and the severance of Trust 2 into Trust 
GC1(2), Trust GC2(2) and Trust GC3(2), 
constitute qualified severances, provided that 
all other requirements of section 2642(a)(3) 
and this section are satisfied with respect to 
each severance. Trust GC1, Trust GC2, Trust 
GC3 will each have an inclusion ratio of zero 
and Trust GC1(2), Trust GC2(2), and Trust 
GC3(2) will each have an inclusion ratio of 
one. 

Example 8. Qualified severance deemed to 
precede a taxable termination. In 2004, T 
establishes an inter vivos irrevocable trust 
(Trust) for a term of 10 years providing that 
Trust income is to be paid annually in equal 
shares to T’s child C and T’s grandchild GC 
(the child of another then-living child of T). 
If either C or GC dies prior to the expiration 
of the 10-year term, the deceased 
beneficiary’s share of Trust’s income is to be 
paid to that beneficiary’s then-living 
descendants, per stirpes, for the balance of 
the trust term. At the expiration of the 10- 
year trust term, the corpus is to be distributed 
equally to C and GC; if either C or GC is not 
then living, then such decedent’s share is to 
be distributed instead to such decedent’s 
then-living descendants, per stirpes. T 
allocates T’s GST tax exemption to Trust 
such that Trust’s applicable fraction is .50 
and Trust’s inclusion ratio is .50 [1¥.50]. In 
2006, pursuant to applicable state law, the 
trustee severs the trust into two equal trusts, 
Trust 1 and Trust 2. The instrument severing 
Trust provides that Trust 1 is to receive 50% 
of the Trust assets, and Trust 2 is to receive 
50% of Trust’s assets. Both resulting trusts 
are identical to Trust, except that each has 
different beneficiaries: C and C’s descendants 
are designated as the beneficiaries of Trust 1, 
and GC and GC’s descendants are designated 
as the beneficiaries of Trust 2. The severance 
constitutes a qualified severance, provided 
all other requirements of section 2642(a)(3) 
and this section are satisfied. Because the 
applicable fraction with respect to Trust is 
.50 and Trust was severed into two equal 
trusts, the trustee may designate which 
resulting trust has an inclusion ratio of one, 
and which has an inclusion ratio of zero. 
Accordingly, in the Notice of Qualified 
Severance reporting the severance, the 
trustee designates Trust 1 as having an 
inclusion ratio of one, and Trust 2 as having 
an inclusion ratio of zero. Because Trust 2 is 
a skip person under section 2613, the 
severance of Trust resulting in the 
distribution of 50% of Trust’s corpus to Trust 
2 would constitute a taxable termination or 
distribution (as described in section 2612(a)) 

of that 50% of Trust for GST tax purposes, 
but for the rule that a qualified severance is 
deemed to precede a taxable termination that 
is caused by the qualified severance. Thus, 
no GST tax will be due with regard to the 
creation and funding of Trust 2 because the 
inclusion ratio of Trust 2 is zero. 

Example 9. [Reserved]. 
Example 10. Beneficiary’s interest 

dependent on inclusion ratio. On August 8, 
2006, T transfers $1,000,000 to Trust and 
timely allocates $400,000 of T’s remaining 
GST tax exemption to Trust. As a result of 
the allocation, the applicable fraction with 
respect to Trust is .40 [$400,000 divided by 
$1,000,000] and Trust’s inclusion ratio is .60 
[1¥.40]. Trust provides that all income of 
Trust will be paid annually to C, T’s child, 
for life. On C’s death, the corpus is to pass 
in accordance with C’s exercise of a 
testamentary limited power to appoint the 
corpus of Trust to C’s lineal descendants. 
However, Trust provides that if, at the time 
of C’s death, Trust’s inclusion ratio is greater 
than zero, then C may also appoint that 
fraction of the trust corpus equal to the 
inclusion ratio to the creditors of C’s estate. 
On May 3, 2008, pursuant to authority 
granted under applicable state law, the 
trustee severs Trust into two trusts. Trust 1 
is funded with 40% of Trust’s assets, and 
Trust 2 is funded with 60% of Trust’s assets 
in accordance with the requirements of this 
section. Both Trust 1 and Trust 2 provide that 
all income of Trust will be paid annually to 
C during C’s life. On C’s death, Trust 1 
corpus is to pass in accordance with C’s 
exercise of a testamentary limited power to 
appoint the corpus to C’s lineal descendants. 
Trust 2 is to pass in accordance with C’s 
exercise of a testamentary power to appoint 
the corpus of Trust to C’s lineal descendants 
and to the creditors of C’s estate. The 
severance constitutes a qualified severance, 
provided that all other requirements of 
section 2642(a)(3) and this section are 
satisfied. No additional contribution or 
allocation of GST tax exemption is made to 
either Trust 1 or Trust 2 prior to C’s death. 
Accordingly, the inclusion ratio with respect 
to Trust 1 is zero. The inclusion ratio with 
respect to Trust 2 is one until C’s death, at 
which time C will become the transferor of 
Trust 2 for GST tax purposes. (Some or all 
of C’s GST tax exemption may be allocated 
to Trust 2 upon C’s death.) 

Example 11. Date of severance. Trust is an 
irrevocable trust that has both skip person 
and non-skip person beneficiaries. Trust 
holds two parcels of real estate, Property A 
and Property B, stock in Company X, a 
publicly traded company, and cash. On June 
16, 2008, the local court with jurisdiction 
over Trust issues an order, pursuant to the 
trustee’s petition authorized under state law, 
severing Trust into two resulting trusts of 
equal value, Trust 1 and Trust 2. The court 
order directs that Property A will be 
distributed to Trust 1 and Property B will be 
distributed to Trust 2, and that an 
appropriate amount of stock and cash will be 
distributed to each trust such that the total 
value of property distributed to each trust as 
of the date of severance will be equal. The 
court order does not mandate a particular 
date of funding. Trustee receives notice of the 

court order on June 24, and selects July 16, 
2008, as the date of severance. On June 26, 
2008, Trustee commences the process of 
transferring title to Property A and Property 
B to the appropriate resulting trust(s), which 
process is completed on July 8, 2008. Also on 
June 26, the Trustee hires a professional 
appraiser to value Property A and Property 
B as of the date of severance and receives the 
appraisal report on Friday, October 3, 2008. 
On Monday, October 6, 2008, Trustee 
commences the process of transferring to 
Trust 1 and Trust 2 the appropriate amount 
of Company X stock valued as of July 16, 
2008, and that transfer (as well as the transfer 
of Trust’s cash) is completed by October 9, 
2008. Under the facts presented, the funding 
of Trust 1 and Trust 2 occurred within 90 
days of the date of severance selected by the 
trustee, and within a reasonable time after 
the date of severance taking into account the 
nature of the assets involved and the need to 
obtain an appraisal. Accordingly, the date of 
severance for purposes of this section is July 
16, 2008, the resulting trusts are to be funded 
based on the value of the original trust assets 
as of that date, and the severance is a 
qualified severance assuming that all other 
requirements of section 2642(a)(3) and this 
section are met. (However, if Trust had 
contained only marketable securities and 
cash, then in order to satisfy the reasonable 
time requirement, the stock transfer would 
have to have been commenced, and generally 
completed, immediately after the date of 
severance, and the cash distribution would 
have to have been made at the same time.) 

(k) Effective/applicability date—(1) In 
general. This section applies to 
severances occurring on or after August 
2, 2007. 

(2) Transition rule. In the case of a 
qualified severance occurring after 
December 31, 2000, and before August 
2, 2007, taxpayers may rely on any 
reasonable interpretation of section 
2642(a)(3) as long as reasonable notice 
concerning the qualified severance and 
identification of the trusts involved has 
been given to the IRS. For this purpose, 
the proposed regulations (69 FR 51967) 
are treated as a reasonable interpretation 
of the statute. For purposes of the 
reporting provisions of § 26.2642–6(e), 
notice to the IRS should be mailed by 
the due date of the gift tax return 
(including extensions granted) for gifts 
made during the year in which the 
severance occurred. If no gift tax return 
is filed, notice to the IRS should be 
mailed by April 15th of the year 
immediately following the year during 
which the severance occurred. For 
severances occurring between December 
31, 2000, and January 1, 2007, 
notification should be mailed to the IRS 
as soon as reasonably practicable after 
August 2, 2007, if sufficient notice has 
not already been given. 
� Par. 6. Section 26.2654–1 is amended 
by adding paragraphs (b)(4) Example 3 
and (c) to read as follows: 
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§ 26.2654–1 Certain trusts treated as 
separate trusts. 

* * * * * 
(b) * * * 
(4) Examples. * * * 
Example 3. Formula severance. T’s will 

establishes a testamentary marital trust 
(Trust) that meets the requirements of 
qualified terminable interest property (QTIP) 
if an election under section 2056(b)(7) is 
made. Trust provides that all trust income is 
to be paid to T’s spouse for life. On the 
spouse’s death, the trust corpus is to be held 
in further trust for the benefit of T’s then- 
living descendants. On T’s date of death in 
January of 2004, T’s unused GST tax 
exemption is $1,200,000, and T’s will 
includes $200,000 of bequests to T’s 
grandchildren. Prior to the due date for filing 
the Form 706, ‘‘United States Estate (and 
Generation-Skipping Transfer) Tax Return,’’ 
for T’s estate, T’s executor, pursuant to 
applicable state law, divides Trust into two 
separate trusts, Trust 1 and Trust 2. Trust 1 
is to be funded with that fraction of the Trust 
assets, the numerator of which is $1,000,000, 
and the denominator of which is the value 
of the Trust assets as finally determined for 
federal estate tax purposes. Trust 2 is to be 
funded with that fraction of the Trust assets, 
the numerator of which is the excess of the 
Trust assets over $1,000,000, and the 
denominator of which is the value of the 
Trust assets as finally determined for federal 
estate tax purposes. On the Form 706 filed for 
the estate, T’s executor makes a QTIP 
election under section 2056(b)(7) with 
respect to Trust 1 and Trust 2 and a ‘‘reverse’’ 
QTIP election under section 2652(a)(3) with 
respect to Trust 1. Further, T’s executor 
allocates $200,000 of T’s available GST tax 
exemption to the bequests to T’s 
grandchildren, and the balance of T’s 
exemption ($1,000,000) to Trust 1. If the 
requirements of paragraph (b) of this section 
are otherwise satisfied, Trust 1 and Trust 2 
are recognized as separate trusts for GST tax 
purposes. Accordingly, the ‘‘reverse’’ QTIP 
election and allocation of GST tax exemption 
with respect to Trust 1 are recognized and 
effective for generation-skipping transfer tax 
purposes. 

(c) Cross reference. For rules 
applicable to the qualified severance of 
trusts (whether or not includible in the 
transferor’s gross estate), see § 26.2642– 
6. 

PART 602—OMB CONTROL NUMBERS 
UNDER THE PAPERWORK 
REDUCTION ACT 

� Par. 7. The authority citation for part 
602 continues to read as follows: 

Authority: 26 U.S.C. 7805. 

� Par. 8. In § 602.101, paragraph (b) is 
amended by adding entries in numerical 
order to the table to read as follows: 

§ 602.101 OMB Control numbers. 

* * * * * 
(b) * * * 

CFR part or section where 
identified and described 

Current OMB 
Control No. 

* * * * * 
1.1001–1 ............................... 1545–1902 

* * * * * 
26.2642–6 ............................. 1545–1902 

* * * * * 
26.2654–1 ............................. 1545–1902 

* * * * * 

Linda E. Stiff, 
Acting Deputy Commissioner for Services and 
Enforcement. 

Approved: July 24, 2007. 
Eric Solomon, 
Assistant Secretary of the Treasury (Tax 
Policy). 
[FR Doc. E7–14852 Filed 8–1–07; 8:45 am] 
BILLING CODE 4830–01–P 

DEPARTMENT OF DEFENSE 

Office of the Secretary 

32 CFR Part 229 

Protection of Archaeological 
Resources: Uniform Regulations 

AGENCY: Department of Defense. 
ACTION: Final rule. 

SUMMARY: This rule reinstates 32 CFR 
part 229, ‘‘Protection of Archaeological 
Resources: Uniform Regulations,’’ 
which was inadvertently removed by 
the Department of Defense in 2006. 
Except for certain formatting updates, 
the requirements in this document are 
consistent with those removed in 2006. 
DATES: Effective Date: This rule is 
effective August 2, 2007. 
FOR FURTHER INFORMATION CONTACT: Ms. 
Maureen Sullivan, OSD, 703 604 5419, 
Maureen.sullivan@osd.mil. 
SUPPLEMENTARY INFORMATION: On Friday, 
March 10, 2006 (71 FR 12280), the 
Department of Defense removed 32 CFR 
part 229. This was done because the 
corresponding DoD issuance, DoD 
Directive 4710.1, was canceled and 
removed from the DoD Directives 
System. The current corresponding 
issuance is DoD Instruction 4715.3, 
Environmental Conservation Program, 
issued May 3, 1996. 

List of Subjects in 32 CFR Part 229 

Administrative practice and 
procedure, Historic preservation, 
Indians—lands, Penalties, Public lands, 
Reporting and recordkeeping 
requirements. 

� Accordingly, subchapter M of title 32 
of the Code of Federal Regulations, is 
amended to add part 229 to read as 
follows: 

PART 229—PROTECTION OF 
ARCHAEOLOGICAL RESOURCES: 
UNIFORM REGULATIONS 

Sec. 
229.1 Purpose. 
229.2 Authority. 
229.3 Definitions. 
229.4 Prohibited acts and criminal 

penalties. 
229.5 Permit requirements and exceptions. 
229.6 Application for permits and 

information collection. 
229.7 Notification to Indian tribes of 

possible harm to, or destruction of, sites 
on public lands having religious or 
cultural importance. 

229.8 Issuance of permits. 
229.9 Terms and conditions of permits. 
229.10 Suspension and revocation of 

permits. 
229.11 Appeals relating to permits. 
229.12 Relationship to section 106 of the 

National Historic Preservation Act. 
229.13 Custody of archaeological resources. 
229.14 Determination of archaeological or 

commercial value and cost of restoration 
and repair. 

229.15 Assessment of civil penalties. 
229.16 Civil penalty amounts. 
229.17 Other penalties and rewards. 
229.18 Confidentiality of archaeological 

resource information. 
229.19 Report. 
229.20 Public awareness programs. 
229.21 Surveys and schedules. 

Note: The information collection and 
reporting requirements in this part were 
approved by the Office of Management and 
Budget under control number 1024–0037. 

Authority: Pub. L. 96–95, 93 Stat. 721, as 
amended, 102 Stat. 2983 (16 U.S.C. 470aa– 
mm) Sec. 10(a). Related Authority: Pub. L. 
59–209, 34 Stat. 225 (16 U.S.C. 432, 433); 
Pub. L. 86–523, 74 Stat. 220, 221 (16 U.S.C. 
469), as amended, 88 Stat. 174 (1974); Pub. 
L. 89–665, 80 Stat. 915 (16 U.S.C. 470a–t), as 
amended, 84 Stat. 204 (1970), 87 Stat. 139 
(1973), 90 Stat. 1320 (1976), 92 Stat. 3467 
(1978), 94 Stat. 2987 (1980); Pub. L. 95–341, 
92 Stat. 469 (42 U.S.C. 1996). 

§ 229.1 Purpose. 
(a) The regulations in this part 

implement provisions of the 
Archaeological Resources Protection Act 
of 1979, as amended (16 U.S.C. 470aa– 
mm) by establishing the uniform 
definitions, standards, and procedures 
to be followed by all Federal land 
managers in providing protection for 
archaeological resources, located on 
public lands and Indian lands of the 
United States. These regulations enable 
Federal land managers to protect 
archaeological resources, taking into 
consideration provisions of the 
American Indian Religious Freedom Act 
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